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The comtiinatxon of defeated bond issues and rising 
building costs is contributing to a decline in both the construction 
of new school buildings and ttet remodeling of existing buildings* For 
the first time in -many years, debt service and capital outlay 
expenditures actually declined on a per pupil basis.„.No-»change in 
either voter preferences or inflationary trendy appear imminent* If 
needed school facilities are to be built, it is clear that 
alt.Lrnative means of financing school cpnstaniction must be found* . 
Solutions to the problem of financing school construction have been 
suggested by several expert s-^n the -field. The most thorough analyses 
of thejgroblem have been-made by the Nationalf Educational Finance 

JJrojecf^and.the Educational Facilities^ Laboratories. These and other'" - 
analyses are reviewed along with bibliographies on the sub ject:^N-ine 

• of the documents contained in this review are available ^ through t^e 
ERIC Document Reproduction Service* (Author) 
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!n ilic good old days of the soaring sixties it xos liatiira! to 
place imporiuucc or. design and planning to improve the 
quality of^ educational facilities. The concern with design and 
planning was tempered by the realities of construction costs, 
but nevertheless it was assumed tfial money was available for 
school and college buildings. Now, in the sagging seventies, the 
priorities are rearranged so thai getting money together has 
become a prime concern for most ethieational administrators. 

HdnaUfvnal Facilities Laboratories ( 197 1 ) 



,'^:i)cspilc recent evidence that scliool eniollmcnls are bei^iii- 
ning to decline ihroiiglioiii the couniry, many school 
districts still face the" problem of trying to house more 
students than their schools can" adequately acconnnodate. 
Normal l)uilding deterioration, new curriculum innovations, 
and exj)anded career education needs are aijiong the pres- 
sures requiring districts to try to raise money lor building 
new facilities. Unfortunately, money for new facilities is 
becoming increasingly difficult to come by. 

Kach year since the mid-l9G0s, voter support for school 

- bond issues has declined. In 1971, more than half of the 
school bond proposals set before the voters wcre clcfeated 
(sec Piele 1972). 

.Another factor takiiig a heavy tolL.on, school construc- 
tion is inflation. According to a cost of building index in the - 
September 1972 haui: oWScliool MaiiaifCiiiniL the increase 
in building .costs has been progressively greater each year 
since 1 9(52. 

This combination of defeated bondjssues and rising build- 
•ing costs is contribiiting.to a (leclinc in both the construction 



of new school Uiiildiiigs and the remodeling ol exisling hnildings. For ihe first time in many 
ycars» ilehi service and capital outlay expenditures actually declined on a per-pupil hasis l() 
percent lor debt service and 4 percent lor capital outlay. 

i\o changes in either voter prererences or inflationary nends appear imminent. IT needed 
school facilities are to be built, it is clear that ahernativc means of financing school construc- 
tion must be found. Solutions to the problem of financing seiiool construction have been 
suggested by several. experts in this ficUI. The most diorough analyses of ihe problem have 
been made by the National Kducational Finance Project and the Kducational Facilities 
Laboratories, Inc. 

Nhie of the documents cojitaincd in this review are avail ible through the KRIC Document 
Reproduction Service. Complete instructions for ordering them may be found at the end 
of the review. 



Capital Outlay Programs 

The National Kducational Finance Project 
lias been described as the "first significant 
attack on the naOonwide problems of fi- 
nancing public schools since the earlv 
1930s.*' NKFP has sponsored, a nun'iber of 
indepth **satcllite*' studies,- one of which 
was the National Capital Outlay Project. 
The findings of this special study'are pub- 
lished in a report entitled I'humcing Public 
lUtnncntary (1)1(1 Secondary School h'dcilitics 
hi ihe UuiU'd Suites (Barr an£]^others 1970). 

The pinposc of the National Capital Out- 
lay Project was to generate several nnklcls 
that could be used by states in allocaMng 
loans or grants for the constiuction of pub- 
lic clemeiit;iry and secondary schools. Asa 
step toward meeting this object ive» the 
study examined prevailing eeon.omic trends 
and funding'capabilities of local» state» and 
fe<leral governments.* 

Auth ors ol the study discuss post'war 
trends in public scTiool constrmnion finance 
and detail Mate ;in(! local provisions for such 
construction. Against this background, they 
also highlight changes in the national econ- 
omy and suggest ways of better coordinat- 
ing all levels of government to ensure 



consistent and equitable fiscal policies 
throughout the nation. They emphasi/.e the 
need for inunediate cooperative action bv 
local, state, and fedrral agencies. Project 
research indicates that without such action, 
a combination of judicial' decisions, voter 
reaction to property taxes, and general 
socioeconomic inequities will enforce a 
virtual iuoratoriiuu on scJior*! cnustruetion- 
at a time when the nation urgcMlv needs 
-well-planned and vigorous advancemcMl. in 
all aspects of education. 

For reasons vital to the economy as well 
as to national educational interests, the 
study urges development of a revenue sys- 
tem for supporting debt that *'incor|)oratcs 
both the stability of 4>he property-based 

^M:my of ihc projccrs rrroininciulaiions tonccrn. 

fiscal policy and'ihc disirihiuion of school 
financial assistance among the various levels of 
govcrnnicni coincide wiih ihe reconuncndaiitnis of 
ihe. PresidenTs Coininission on School Finance. 
C(T{)iest)f ihe connnission'.s^ report. Schools, lU'op/c, 
.6* Monty: The \'crd for Edmadonal liejorm, are 
available from liie U. S. {Jovernineni Priming Of- 
fice (see References). 

A five-page review (I'iele 1972) of ihc commis- 
sion \s report was pnbh'shed by (he KKIC Clcaruig- 
honse on luliicaiional .Management hi A* €f I) 
Pj-rsffrctwcs, spring l!)72. 
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tax and the responsiveness of the income- 
based tax" (p. 49). To alleviate school hiuU 
getary demands on local property^ taxes, 
BaiT and his colleagues leconimend that 
the "federal j^overnment make grants to 
state and local governments to assist them 
in lacilities planning. As the authors point 
out, the federal income tax is a progressive 
tax designed to grow at a rate faster than 
the gross national proditct and therefoie 
taster than any other soincc of income. 

In the wake of recent court cases challeng- 
ing the use of property taxes for school 
support* reform of state and local revenue 
sources for education may indeed be im- 
minent. Whether federal assistance will be 
forthcoming remains to be seen. In the 
meantime, until more money becomes avail- 
able for school construction, Barr and his 
colleagues urge the local planner to take 
advantage of savings opportunities through- 
out the planning process. Such opportiuiities 
'include minimizing exterior perimeters, us- 
ing modidar components, avoiding unusual 
design featiucs intcrferiiig with economical 
healing, ventilating, or lightiiig, and taking 
advantage of pmcbasing consortia for quan- 
tity buying of equipment and fin*nishings. 

Significant savings in the design and con- 
struction of a school building can be realix.ed 
by combining a niunber of activities occur- 
ring throughoiu the planning process. Tor 
this reason, the authors recommend use of 
systems building techniques like those em- 
ployed by California's Scliool Const ■ iction 
Systems Developmcni Project (SCSI)). Use 
of such comphiv^-.bascd systems p.amiing 
' techniques pcrmii-* incor|)oration long- 
-range fiscal policies and educational objec- 
tives in a imificd construction program that- 
is cost-effective as well as sensitive to edu- 
cational needs (see Baas 1972). 

The report also cites instaiices in wliich 



lea.se or sale of "air rights'' (rights to oc- 
cupy the air space over the buildingj and 
experimentation with joint occup;.ticy have 
enabled some school districts to meet their 
building needs despite . overwhelming 
financial limitations on capital outlay 
expenditures. 

After examining existing capital outlay 
procedures, the study smnmarizes unreali.s- 
tic constitutional and statutory constraints 
on local district financing, id'rnti lies situa- 
tions in which current support programs 
are-imrespon.sive to real needs of districts, 
and points out typical problem areas in 
which responsible, flexible adininistration 
of capital outlay-programs is impeded. 

To provide a pcM.spective for educators 
and legislators involved in fi.scal planniiig, 
the authors propose nine basic concepts 
vital to the development and administration 
of capital outlay programs: 

1. I'lic pnmai/ purpose of school faciliiy 
financing prognnns ij to provide finids 
for housing educational programs wliiclr 
will meet the diverse needs of the toial 
school popnlaiion. 

2. The staie has the primary responsibiliiy 
for establishing school facility standards. 

Ivducational facility needs are derived 
from locally-dctcrniincd, state-approved 
educational programs. 

4. .A mixture of Tedcralvstatc-local funding 
is necessary. Interstate ;and intra-state 
variations in facility needs and fiscal capa- 
city must t)c acconunodaicd in allocation 
piocedures. 

5. UetcMiion of fiscal leeway is a necessary 
condition for the proper functioning of 
any school facility financing program, 
whether the source of funds he local. - 

^state, or Federal. 

6. I''(|ua}ization through inicrgovern mental 
gi-antS'in-aid is an essential feature of 
viable capital outlay programs. Stale loan 
fundsand building authorities can be used 



lo enable fiscally distressed districts to 
meet immediate facility nec('^. I'mergency 
nlloeations for relief of distressed districts 
and similar stop»gap measures only'pro» 
vide temporary relief, and should not be 
considered as an adequate state plan. 

7. Permissive short-' and long- term borrow- 
ing from varied governmental and non- 
governmental sources and appropriations 
from all levels of government are options 
which must be available to local districts 
in planning facility financing programs. 

8. I.ong-range planning for constructing and 
financing school facilUies is an essential 
element in fiscally sound local school dis- 
trict construction programs. 

9. Provisions of school facility financing pro- 
grams should be responsive to changing 
economic and sociological conditions, but 
also shoulci be sufficiently stable and pre- 
dictable to facilitate long-range plannuig. 

liarr and others (1970) 

For ihc.sc c()nccpi,s to be iiuplcincmcd, 
litnctional rcs|)()nsil)iliii(:s among local, 
siaic, and federal *»ovcrnmcnis must he clari- 
licd. riic aulhors idcnlily major responsibili- 
ties for cadt level of i^ovct nmcnl. The federal 
government should assume responsibility 
for maintainini; broad-based and eontinuinir 
linaneial assistaiice for school eon.<lruclion. 
Whenever necessary, particular attention 
should he given to those areas in which 
stale assistance falls .short of real district 
need.s. Because of its access to progressi\T 
income la.\ revenues, the federal govcrn- 
meniT>y seen to be in the best position for 
providing substantial financiai a.ssistance at 
this time. 

• State involvement, according to' the 
authors, should reflect the principle that 
the primary responsibility for education 
lies with thestate.s. Accordingly, the authors 
detail a number of educational, fiscal, and* 
administrative interests required for effec- 
tive slate programs. Local districts should 



retain the mnjor respoitsibility forplanniitg 
and con.<;irucling school facilities, bui must 
operate within a system of aecouniabiliiy 
to the state. 

The study concludes by proposing eight 
alternative programs for financing public 
school facilities: 

• Variable Grams Computed on Recogni/.ed 
Project Co^ts 

• Combination of Chains and Loans Based 
on Recognized Project Costs 

• State and/or Federal Loans for Recog- 
nized Project Costs 

• Variable Incentive Grams Computed on 
Locally Oetermined Cost of Project 

• State and/or Federal Assumption of 
School Building Costs 

• Grants and Metropolitan Area Financing 
for Recognized Project Costs 

• Variable (Irants Computed on the Basis 
of a Pupil or Instructional Unit 

• Kquali/.ed Grants for Recognized ' Debt 
Service Prognims 

Kach program identifies relevant measure- 
ments of need, allocation melhods, u.ses of 
proceeds, and funding ^sources. .Additional 
itiformation details operating procedures, 
positive and negative features, and adapta- 
tions for modifying, restricting, or expand- 
ing^the program. .Ml the programs reflect a 
general preference for federal and state 
granis-in-aid over any type of loan program. 
Two appendi.xcs provide additional informa- 
tion concerning sLite plans for financing 
capifal oullav anti debt service and list 
|)roje<n!ons of sta»c and local revenues and 
expendituies and fcderaUgrants. 

EFL REPORTSOW 
FINAWCING ALTERNATIVES 

Recogni/.ing that many school districts 
are having dil'fictilties financing ne^-ded con-* 
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slmction under conventional capital outlay 
programs, the Educational Facilities Labora- 
tories, Inc. (KFL) (1971) provides capsule 
reports on eight alternative financing 
methods used successrully by local districts. 
. Pay-as-you-go jouuicing. Money to. pay 
cash lor all construction can be obtained 
through one-time levies approved by voters 
and through accumulating money in reserve 
funds. This method may have limited ise- 
fulness, however. Not only does voter ap- 
proval of one-time levies today seem highly 
uncert«::i, but manv di:sincts arc restricted 
by law as to the imoiml of uioncy they can 
accumulate in a reserve fund. Other methods 
for raising cash \\\x discussed in subsequent 
plans. 

State aid. '\ wo forms of state aid predomi- 
nate: grants-in-aid (gifts from stale to 
school district) and state loan prtJgrams 
^construction loans in lieu of selling bonds 
on the open market). State grants and loans 
.seldom provide the full amount needed to 
construct a facility; therefore, they are 
u.sually regarded as supplcmciual \o local 
funds. KFL identifies states with grant pro- 
grams, but does not specify the progra nis* 
qualifications, which vary from state to state. 

h**(lmd aid. .\\ ihe time KFL wrote its 
publication (1971), the only major federal 
assistance program giving funds directly for 
school construction was administered by 
the U.S. Office of Kducation, Division of 
School A.ssistance for Federally Affected 
Areas, School Construction Branch. Under 
this program, **inipact aid" is given to fed- 
eralh affected areas (areas whpre presence 
of government installations adds children to 
school roiis). Other fcdo'al programs offer 
indirect aid for site acquisition, planning, 
and other special uses. 

Rcdncinif .site co.s-ls. Noting that total 
construction costs can be lowered" IVojii 10 



U) 25 percent Mirough reduction or elimi- 
nation of .site cxpcn.ses, KFL discus.ses use 
of urban renewal credits and air rights over 
public land as possible methods of avoiding 
site acquisition costs. 

Shared JYicih'liey. Schotil districts and 
other comnumity agencies may cooperate 
in building a common, shared facility. This 
can be done in (hrec ways. First, the school 
.district can build the facility and lease it 
to other agencies, u.sing the income to offset 
capital and operating expeiises. Although 
the district does not bcniefit financially, the 
city avoids the cost of duplicate facilities. 
Second, the school district can ask the 
other agency to build the facility in con- 
junction with a new school. This plan 
reduces the capital cost and is attractive to 
districts with tight capital budgets. A third 
option is to share first costs based on 
expected pro rata usage. 

Cooperative use of the same facility can 
reduce the district s conj>truction and main- 
tenance ^costs,' while providing, within the 
same physical structure, a range of public 
services in addition to education. FFL lists 
some prospective local, county, and state 
agencies willing to share facilities and dis- 
cu.sscs three methods of working out cost- 
i)haring formulas. 

Nofilax revenue. Unable to raise money 
through more conventional methods, some 
.school districts have sold or exchanged land, 
sold or leased ground rights and air rights, 
or proposed to build rentable space in con- 
junction with school facilities. Since these 
^ methods pose special legal and political 
problems for the district, KFI. urges caution 
in exploring such alternatives and recom- 
mends seeking legal coun.sel and testing 
, local opinions as necessary preliminary steps. 

Bond /.V.V//C.V. The sale of term or serial 
issue'general oblTgation bonds is a traditional 
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source of revenue for school consiruclion. 
KFL bricriy discusscii bolh types of bonds, 
together with thclcgcjiity of assuming more 
debt, qualifications lor state loans, selling 
bonds on the open market, and voter ap- 
proval oT bond issues. To lorestall voter 
<)ppositi(m, Ll'L recommends the school 
^system adequately demonstrate the need for 
facilities .by clearly mforming the public 
about existing facilities and the specific 
needs to be met by new construction. 

Leasing. The liVl. report discusses the 
two kinds of leasing program.s, short-ierm 
and long-term, each with its own objectives. 
■Attention is given to the implications of 
leasing from building commissions, non- 
profit corporations, and private organi/.a- 
tionsand to the establishment of workable 
prot:edures for site acquisition, program- 
ming, design, bidding, construction, opera- 
tions, and maintenance; 

The document concludes with eleven 
case .studies showing how individual 
districts have used variou.^, fitiancing alter- 
natives. An accompanying chart illustrates 
the decision-niciking routes that have led 
school districts to adopt one approach or a 
combination of approaches to solve their 
lacilitics needs. For additiojial information, 
extensive references are given throughout 
(he text. ^ 
The second FFL-sponsored survey, of 
aUernatives to construction finance {V'm- 
gibbon and others I U: I ) focuses particularly 
on the legal and fiscal restrictions ofthcvSt. 
Louis, Missouri, J)id)lic school system. Alter 
discussing the St. Louis school system and 
its fine mcial history, the authors .survev both 
traditionafand innovative financing alterna- 
tives that have been used across the country. 
These alternatives fall into two categories: 
methods in which money flows into the 
system from outside sources and methods 



in which money flows from the action of 
consiructing the school. 

The first* categoiy includes conventional 
financing through tax incomes (either gen- 
eral obligation bonds or tax levies) and use 
of special taxes such as those on gambling, 
sales, or lotteries. Also included aYe state 
and federal aid programs (either grants or 
low-interest loans) and use of city develop- 
ment sources relating to federal programs 
for urban renewal and aid to impacted areas, 
" In the second category, methods that 
'generate money in connection with the 
actual construction of school buildings in- 
clude le.ss conventional financingalternatives 
subject to a wide variety of restrieticMis from 
state to state. Among these are shared- 
occupancy and leasing of air rights and/or 
school facilities. These methods may also 
perjnit using revenue-bonds (if income from 
caj)ital cxpendllurcs is expected to pay off 
the bond.sj on a wider scale. Traditionally, 
revenue bonds have beenaised for income- 
producing facilities such as swimming pools 
and stadiuni.s, but with new methods for 
leasing and sharing space such income might 
also be obtained from other educational 
facilities. 

Other methods in the second category 
are land speculation, use of building conf- 
missions,and leasing lioni public and private 
corporations. Land speculations may be 
particidarly rewarding in urban areas where 
land values are high. By trading a school 
site already owned by' the district for a site 
of equal educational, but lesser economic, 
value, moneys liiay be obtained for con- 
structing needed facilities. 

The authors used a computer program 
•**to summari/.e the complex transactions 
that are potential between a .school-board, 
the city, the state, and Federal Govennnent, 
public corporation.s", private developers, and 
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money mhhccs.'' Six broad hypoihciical 
plans were sclecied from ihe computer 
. results; 

• creation of \i .special seliool coitstrtiction 
' district witliin llie overall botuuiaries of 

tlie sehoo! district . 

• deeding school property to w public cor- 
poration and then leasing it back after it 
is improved 

• ptirchase of improvements over a pro- 
longed pernio (I of time 

• acquisition of urban renewal land, part 
of which is then used for school fimc- 
tiotisand part of which is leased 

• I ease -purchase 

• voter approval of leasc-purrhase 

Relevant procedural and legal information 
IS included in the discussion of each plan. 
The authors conclude that lease-purchasing 
pLuis, while currently subjec} to many legal 
and siaiuiory restrictions, suggest the most 
promising solitiions to St. Louis's educa- 
tional faciliiies needs. 

Other Financing Plans 

" Two reports by Barr (I9()9a and b) 
outline methods used by school districts to 
obtain building (uuds when normal bonding 
channels are blocked because the districts 
have reached ilfeir maximum legal indebted- 
ness. One method is the i.ssuing school 
construction bonds by state or local public 
schoolhousing authorities. The authorities 
Finance and supeivise construction of a 
.school and then lease the building to the 
district. Rents collected by the aiuhoriiy 
servo to repay the debt. Ownership of the 
.school building normally passes to the 
school district on reiirenieni of the ait» 
ihorily bond and the meeting of any other 
I'iscal obligations. Barr points out, however, 
iliai such bonds usually carry higher interest 
rales than other bonds. 



Under the .second method, another gov- 
ernmental luiil (the stale, couni\, city, 
lown, or township) issues general obligation 
and other bonds to Tinance the school 
building. In .some ca.scs, bonds are redeemed 
through the use of special revenircs such as 
motor vehicle la.xes. 

The Philadelphia School District (| 19(i!)| ) 
presents its long-r;tnge plan for school facili- 
iies together with capital programs ba.scd 
on the plan for fisoal years 1970 through 
1975. An essential aspect of the plan is the 
cwnsideraiion of construction sidisidies from 
.special federal, slate, and other sotirccs. 
Whenever possible, lower site acquisition 
and demolition costs are secured through 
cooperation with local urban renewal pro- 
i^iams. In addition, IMiiladclpbia officials 
are seeking state legislation to increase the 
maximum .school construction costs for 
which the stale will reimburse the scho<»l 
district over the life of a bond i.ssuc. 

Bibliographies 

Isler's ( 1 970) inierpretive bibliograplu of 
the cost factors in planning, designing. H- 
nancing, and constructing school facilities 
lists fifty-.seven publications in seven areas: 
economies in school construction, school 
^bond elections, renov.ning and remodeling, 
construction programs in specific areas, 
design methodologies and cons|rnc lion pro- 
cedin'es, mban .school conshiiction, and 
federal and state aid* Kach entry contains a 
brief amioiation and the KRIC descriptors 
u.sed to compile it from lU M'turh /// 
Education. 

At the re(itiest of the President's Com- 
mission on School Finance, the Kducational 
Reference Center (1972), compiled a com- 
prchensive bibliography of all KRIC ma- 
terials relevant to educational finance. 
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